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WHAT SHOULD 
OUR WORLD TRADE 
POLICY BE? 


Before the end of June, our representatives in the Sen- 
ate and House will have to make some serious decisions 
on what to do about world trade. 


That’s when last year’s extension of the much renewed 
Reciprocal Trade Agreements Act runs out. 

Should it be continued as is, revised, or scrapped? 

The Act’s chief concern is with tariffs—though there 
are other matters we must also consider in planning the 
nation’s foreign economic policy. 

It was first passed as an emergency measure back in 
1934 when we and all the world were sinking in the 
great depression. The hope behind the Act was that if 
world trade, dwindling to a trickle, could be induced 
again to flow freely, we and other nations with goods to 
sell and buy could do more and better business. 

Tariff walls have been put up for one reason or another 
by practically every nation. In 1930, just as the depres- 
sion was starting, our own country passed the Hawley- 
Smoot tariff, raising to an all-time high the “duty” that 
importers had to pay our government if they wished to 
bring in goods. The idea behind such a tariff is this. 
Suppose certain goods are being produced so inexpen- 
sively abroad that they undersell the home product in 
the American market. If a duty is put on top of these 
costs, the importer will be forced to raise his price. Thus 
the tariff “protects” the American producer. 

When one country raises its barriers, what's apt to hap- 
pen is that others follow suit. 

As the depression deepened, we tackled the world 
trade problem the other way round by passing the Re- 
ciprocal Trade Agreements Act. What the Act proposed 
to other countries can be summed up like this: “You 
lower your barriers and we'll lower ours.” 


Practically everyone agrees trade is a good thing. We 
like to sell exports profitably. We like certain imports, 
such as British Jaguars and MGs. We know that certain 
others are essential because we lack them ourselves— 
rubber from Malaya and Ecuador for tires, tin from 
Bolivia for toothpaste tubes and heavy industrial use, 
aluminum from Canada for kitchen utensils and for jet 
fighters too. 

It is only when we try to plan a program for it that 
we start to disagree about world trade. There are valid 
arguments we must consider that favor lower tariffs. 
There are good examples and arguments which support 
the idea of protection. 

Before we start discussion, let’s take a closer look at 
the purposes and problems of world trade. 








WHAT POLICIES AND WHY? 


Let’s for a moment imagine a village called Harmony, 
in the early days when American settlers took care of 
their own needs—grew what they ate, made their own 
clothes out of thread they spun and cloth they wove, 
used tallow saved from cooking to dip their own can- 
dles and to make their soap, and in general got along 
by hard work and know-how. 

Even then, of course, every household was not com- 
pletely self-sufficient. For instance each family bought 
shoes from the cobbler—because he knew how to make 
better boots cheaper than anyone else. 

Sometimes Harmony carried out its transactions by 
cash, sometimes by swapping. The local miller, for in- 
stance, might trade flour for a stout pair of shoes. 

Thus Harmony’s hatter supplied the town’s headgear. 
Its tanner furnished leather. Its blacksmith shod the oxen 
and mended the plows. 

As settlers built roads to distant places, Harmony’s 
carriage maker might do even better business. Suppose, 
though, that a wagon maker in Amityville happened to 
make better carriages at about the same price? Har- 
mony’s wagon maker might lose some of his trade. 

But competition improves quality and keeps prices in 
line. It puts the producer on his toes. It’s good for the 
consumer—which means all of us. 

Could the village of Harmony be used as a small scale 
illustration of the world’s trade? 

Yes, as far as mankind’s need for goods goes; no, for 
the way world trade works. 























World trade is a highly complicated business. Plenty 
of its problems seem only remotely connected—if at all— 
with buying and selling. Many are sure to come up as 
we talk. 

We have a ready-made list to start with in the pro- 
posals by President Eisenhower in his recent special mes- 
sage to Congress on our foreign economic policy. His 
recommendations are based on the work of the Randall 
Commission, set up by Act of Congress last year to study 
and report. 

The report points out that other countries must do their 
part to promote world trade, just as we should do ours. 
We owe it to friendly nations—it adds—to stay as con- 
sistent as possible in our policy, and to make long-range 
plans, so that the plans of other nations won't be upset, 
with possibly great loss, because of some sudden shift 
in ours. 

In the words of one of the Commission’s members, 
Senator Prescott Bush, the President's recommendations 
to Congress and the nation call for “positive action to re- 
move obstructions in the channels of world trade.” 

One phase of such action designed to bring about 
freer world trade concerns tariff barriers. But before we 
discuss that, let's have a look at our foreign aid pro- 
gram. 

Aid. When aggression by dictator Adolf Hitler touched 
off World War Il, we came to the aid of our friends in 
Europe, particularly Britain, by handing out vital supplies 
and military equipment. This policy was known as lend- 


lease—though the tremendous costs and dislocations of 
war in Europe made prospects of repayment look ex- 
ceedingly dim. 

When Pearl Harbor drew us into the war, our already 
great productive capacity increased enormously. 

After the war, hopes for real peace fell apart because 
of Russia’s own brand of aggression, gobbling up the 
democracy of Czechoslovakia and adding nation after 
nation to the Soviet sphere. 

To stop the march of communism, it was necessary 
to fortify our friends. This we did by continuing give- 








away programs. In England, factories destroyed by the 
blitz had to be rebuilt. In liberated France, practically 
the whole economy had to be restarted. In West Ger- 
many, a new republic which could become a bulwark 
against the Soviets, aid was necessary. In Japan, espe- 
cially after China fell to communism, our help was badly 
needed. 

Presently Britain's wheels of industry again began 
turning. Today West Germany's recovery looks like a 
miracle. Almost everywhere our friends once more are 
getting back on their feet. 

The chance to work is better than charity. 

Much of Europe, with its factories once again run- 
ning, with its war-torn or war-idled fields once more 
yielding good crops, is about ready to take care of it- 
self. So we're cutting down on give-aways. As President 
Eisenhower puts it, “Economic aid on a grant basis should 
be terminated as soon as possible consistent with our 
national interest.” 

What are our views on this recommendation? 


Instead of aid, adds the President, let us do what we 
can to stimulate trade, so that our friends, through in- 
creased production and sales, will be able to stand ever 
more securely on their own feet. 





Trade. A fair trade, as most of us understand it, means 
a swap that’s helpful to both sides. You hand over some- 
thing of yours, and get in return something that you 
want. It’s like our miller and cobbler in Harmony vil- 
lage, swapping flour for shoes. 

But suppose the miller has run out of flour. If he has 
the equivalent in cash, and it’s good hard money, he 
can swap that for the shoes. But suppose there’s been a 
fire in his mill, or he’s met with some other catastrophe 
that has left him low in money and flour. The cobbler 
might call off the deal. Or, because he feels the miller 
has the ability to get his business going again, he might 
trust him to pay later. If the miller wants a second pair 
of shoes but still lacks flour or cash, there will be a wider 


gap which will have to be closed. 

The U.S.A., today, is like that cobbler. Other nations 
we've been sending our goods to find themselves for 
pretty obvious reasons in the miller’s plight. 

As a nation, we ourselves once were in a similar fix. 
When we were still very young and poorly equipped, we 
needed machinery made in England for factories we 
wanted to build. We needed rails for the railroads we 
were laying. We needed all sorts of things from abroad 
to get us going as a nation. Because we weren't pro- 
ducing enough to balance things up through trade, we 
went into debt for what we got. 

Presently, as our production rose, we closed the gap 
through being able to sell more goods abroad. At the 
same time, our policy of protecting our young industries 
helped build them up till most developed an efficiency 
which today makes our productiveness the envy and 
admiration of the world. 

Ever since, the gap’s been the other way round. Be- 
cause European production for export came to a stand- 
still on account of the depression and then World War 
ll, there aren’t enough dollars in Europe to pay for the 
goods needed and which we'd like to sell abroad to help 
keep our industry expanding. 

Estimates vary as to today’s dollar gap. Examples 
are sometimes clearer than statistics to show what's been 





happening. Let's take that of a friendly nation, Turkey, 
whose army stands as a buffer checking Russian expan- 
sion toward the south. 

Turkey gets some of her arms from us—and we give 
her these free. But she also needs and buys our ma- 
chinery for new factories. She also needs tractors for 
farming. To help pay, she grows raisins, figs, and hazel- 
nuts for export. 

To protect our local producers, we've increased the rate 
of our tariff on imported hazelnuts and figs. As for 
raisins, there’s a price support program that lets our 
California raisin growers stay in business and compete 
successfully with the Turkish product. So Turkish sales to 
us in these things have dwindled. 

We still buy Turkish tobacco because it blends well 
with ours. And we buy chromium, which comes in duty 
free, because we haven’t any ourselves and badly need 
it in the manufacture of steel. But we don’t buy any- 
where enough Turkish products to enable Turkey to earn 
the American dollars she needs to pay for the machinery 
and farm tractors she could use. 

In cases that involve good friends, what we have been 
doing is making up the dollar gap by loans or outright 
gifts. What President Eisenhower suggests instead is 
this: 

"We should no longer fill [the dollar gap] by major grants 
to enable other nations to secure what they need but cannot 
buy . . . the solution is a higher level of two-way trade." 

Do we, or do we not, agree with the President that this 
is the solution? 


An obvious way to promote the two-way trade the 
President calls for is to lower tariff barriers. But that 
raises problems of its own. Let’s consider the example of 
Japan, a nation we now regard as one of our most 
valued friends to hold back communism in the Far East. 


*“substantially” has been interpreted as meaning 25% higher. 


We'd like to help Japan build up her trade to give her 
economic and military strength. But to do so brings us 
face to face with this puzzle. Before Pearl Harbor, Japan 
sold us nearly 85% of all the canned tuna we ate. Dur- 
ing the war, Oregon and Washington began meeting the 
demand by expanding their own fishing and canning 





business. Today commercial fishing has become the sec- 
ond largest industry in these states. But today Japanese 
fishermen are back all over the Pacific. They work for 
far lower wages. Used to a far lower standard of liv- 
ing, they don’t eat as well as we, but much more cheap- 
ly. The result is that Japan can undersell our American 
fishing industry—unless we put higher tariff walls in 
the way. 

Japan is using her fishing industry to become once 
more self-supporting. A five cents per pound duty on 
fresh or frozen fish—enough to let us compete—would 
really hit the Japanese hard. 

We want Japan both as a customer for our goods and 
as a bulwark against communism. Yet there’s the plight 
of our own cannery workers and fishermen. If we don’t 
do something about them, there will be a whole lot of 
people out of work. The President says we must bear in 
mind the national interest, but must be mindful, too, of 
situations that may cause real local or regional hard- 
ship. What shall we do in a case like this? What shall 
we do about tariffs where competition seems more 
equal? 

Buy American Act. The Act, passed in 1932, says that 
unless an American producer's price on some item the 
government wants to buy and is getting bids on is sub- 
stantially higher* than the price offered by a foreign 
bidder, the government must “buy American.” The Pres- 
ident wants this modified. He suggests equal treatment, 
provided American companies are given the same break 
abroad. 

What are our views on the “Buy American” Act? What 
are our views on the President’s recommendation? 

Technical Assistance Program. As to the Technical As- 
sistance Program—helping build up agriculture and in- 
dustry in friendly nations by letting them in on our skills 
—this is President Eisenhower's recommendation: 

"U. S. participation in technical co-operation programs should 
be pressed forward vigorously. Such programs should concentrate 


on providing experts and know-how rather than large funds or 
shipment of goods except for necessary demonstration equipment." 


What are our views on this recommendation? 
Travel Abroad. Travel abroad, the President points 





out, “is a substantial source of dollars for many coun- 
tries, enabling them to pay for what we sell them.” Such 
travel, adds the President, “has a cultural and social im- 
portance in the free world.” He recommends simplifica- 





tion of government requirements in order to make travel 
abroad easier. 

Few could object to that, but there’s plenty to argue 
about in trying to solve the problem of East-West trade. 

East-West Trade. 

“In viewing the problems of other nations of the free world," 
says the President, ‘we are forced to recognize that the economies 
of some of them have been weakened by the disruption of the 
broad historic pattern of trade between East and West. 

. A greater exchange of peaceful goods between East and 
West—that is, goods not covered by the Battle Act{ nor other- 
wise considered strategic . . . should not cause us undue concern.” 

Before World War Il, nearly one-third of Western 
Evrope’s trade was with countries now behind the Iron 
Curtain. Western Europe, in exchange mostly for raw 
materials, sent in manufactured goods. After the start 
of the cold war, the West put a wide embargo on goods 
that could be useful to the Soviet in a hot war—and 
East-West trade came almost to a stop. 

With Western Europe once more picking up as a pro- 
ducer, there’s a desire on the part of the free European 
nations to expand their trade—and the Soviet bloc, 
conveniently near, seems ready and willing. Pressure 
from our friends has already forced Harold Stassen, 
head of our Foreign Operations Administration, to de- 
clare that the U.S.A. has “no objection at all about trade 
in peaceful goods with Russia.” Many items formerly not 
eligible for trade have been taken off the list. 


A United Nations embargo against trade with Com- 
munist China in strategic goods, because of her aggres- 
sion in Korea, still stands on the books. But the problem 
comes up there, also. Before World War II, the Asian main- 
land gave Japan its best customers. In exchange for 
rice and other food, needed to keep Japan’s crowded 
population alive, Japan sent in her manufactures. If 
we are to keep Japan on the free world’s side, either we 
must continue our give-aways or we must enable her to 
expand her trade. That includes selling goods to us. 
Otherwise, Communist China is close—and Japan’s temp- 
tation to trade there will grow greater and greater. 


In the struggle against communism, we need friends, 
and to keep them on our side we must consider their 


requirements. Yet at the same time we must keep on our 
guard against anything which may help strengthen the 


war potential of the Soviets. What should our policy be 
on East-West trade? 


The Reciprocal Trade Agreements Act. President Eisen- 
hower is asking Congress for a three-year extension, 
with a few modifications. According to the latest previ- 
ous renewal, the President may cut tariffs to as low as 
50% of the 1945 rates. He is now asking for authority, 
if he sees fit, to make a further cut of 5% each year, 
totalling 15% if there’s a three-year renewal. 

Amendments to the original law have added what are 
known as the “escape clause” and “peril point” pro- 
visions. The “escape clause” is now part of all Reciprocal 
Trade Agreements. It provides that, when imports of any 
particular commodity threaten serious damage to a do- 
mestic producer, other nations agree that the United 
States may boost tariffs on that particular commodity. 


The “peril point” is the point below which, on the basis 
of its studies, the United States Tariff Commission feels 
we cannot grant tariff concessions without hurting a 
domestic industry. 


The President suggests these provisions be retained, 
but, following the recommendations of the Randall Com- 
mission, suggests that he be allowed to disregard the 
Tariff Commission’s recommendations when protection of 
some individual industry, in his opinion, conflicts with our 
national well-being or interest. 


What are our views on this recommendation? 


The President's request for extension of the Act brings 
up the familiar arguments, pro and con, favoring higher 
or lower tariffs. Many of these have doubtless entered 
our discussion. So, let’s sum up: 

Should the Reciprocal Trade program be extended for (a) 
three years, as the President recommends, (b) one year, as many 
in Congress favor, (c) five years, as the Randall Commission sug- 
gests, (d) or should it be scrapped? 

Do we, or do we not, believe that the United States should 
actively work for greater freedom in international trade? What are 
our reasons? 

Do we, or do we not, believe that lowering tariffs would be to 
the general advantage of the manufacturer, of labor, of the 
farmer,§ of the nation in general? What are our reasons? 








tThe Battle Act requires that American aid to countries trading in strategic items with communist countries be cut off. 


tThe clause has not been used much, but one example is the upping of the duty on figs, which Turkey would like to sell us. 
§For the farmer and world trade, see the Nov., 1953, Guide (Vol. 3, No. 3). 


SUGGESTED READING 


The Randall Report-—both the majority and minority sections. To get both, write the United States 
Government Printing Office, Washington 25, D.C., and enclose fifty cents. 


Coming in Volume IV, 1954-55: Guides on our natural resources (have we enough? will they last?) ; on haw 
our heritage may best contribute to the present; on our relations with Canada, with Japan; on a policy to 
make our atomic age constructive, not destructive. 





